One of the key issues in the study of internal control (IC) is whether IC can effectively constrain earnings management (EM) of listed companies. By using a sample of 425 companies listed in Shenzhen Stock Exchange 2013-2015, and employing the modified Jones model, this paper explores the effects of IC on EM in listed companies in China. The results show that there is a significant negative correlation between IC levels and EM levels, and the high quality internal control can reduce earnings management by both accounting choices and real activities. The study also finds that listed companies mainly manipulate earnings through financial indicators of operating income growth and asset-liability ratio, and IC weakness such as the disclosure of inaccurate and untrue financial information will lead to the occurrence of financial frauds.
Introduction
Earnings management is playing an increasingly important role towards managing reported earnings. Constituting a high-quality internal control system has long been regarded as significant to secure high-quality financial reporting. This paper takes 425 companies listed on Shenzhen Stock Exchange in China as sample with the financial data of these companies during 2013-2015 and builds a scientific evaluation model based on the modified Jones model, in order to objectively discuss the correlation between internal control and earnings management and obtain valuable results.
Literature Review

Negative Correlation between Internal Control and Earnings Management
In recent years, the result of most scholars' research is that there is a negative correlation between internal control quality and earnings management. In particular, most studies have examined the effect of internal control quality on earnings management; while some literatures tend to study in more depth. Wang and Duane (2018) find that media attention and high-quality internal control can effectively inhibit the listed company's real earnings management behavior, and the inhibitory effects of the two have a substitution effect [1] . In contrast, some scholars' studies involve more specific and in-depth aspects. Ying (2016) discovers that the disclosure of internal control information can influence earnings management via agency cost, and the improvement of the disclosure of internal control information will effectively reduce agency cost, thus restricting earnings management [2] . Eatmon and Baroque (2015) find a significant negative relationship between earnings management and disclosure quality [3] .
No Correlation between Internal Control and Earnings Management
Meanwhile, a comparable proportion of the research results show that there is no correlation between internal control quality and earnings management. Zhang (2011) finds that the improvement of internal control quality is not accompanied with earnings quality, while the company's intrinsic characteristics and governance factors will systematically affect the quality of internal control and earnings quality [4] . Ago (2014) finds that there is no inevitability between the two, and when a company has excellent internal control, its continuity of corporate earnings still cannot be guaranteed, but if the company's internal control is flawed, thus its earnings persistence is inconsistent [5] .
Methodology
Hypothesis
In view of existing literatures, there is a negative correlation between internal control and earnings management. Accordingly, this paper proposes the following assumption:
: There is negative correlation between internal control and earnings management.
Sample
This paper chooses Shenzhen Stock Exchange listed companies as samples, selects relevant data between 2013 and 2015 from CSMAR Database, and removes some companies under the criteria: (1) ST, *ST, and companies listed on suspension; (2) SME board and GEM companies; (3) Financial insurance and real estate companies. We finally obtain 425 samples.
Variables
Internal control quality be ICQ: a standard internal control audit report is awarded 4; a nonstandard report with an emphasis of matter is awarded 3; a non-standard report with negative opinions is awarded 2; a report that cannot express opinions is awarded 1. If a company discloses its internal control self-evaluation report and issues an unqualified audit report, extra 1 will be added. Audit quality of an accounting firm (If the report is issued by the Big Four accounting firms, the value is 1; otherwise, the value is 0) be AUDIT.
Model
Modified Jones Model
represents a company's total accrued profit in year t; represents the change in the sales revenue for year t; refers to the change in the accounts receivables for year t; refers to the net fixed assets for year t. Using SPSS and formula (3-1) to (3-3), we obtain manipulative accruals. 
Regression Model
The multiple regression linear model is shown below:
Results
Descriptive Results
From description results, it can be seen that the maximum value of the absolute value of manipulative accruals is 4.2805, indicating there is a huge gap in the degree of earnings management among different listed companies; additionally, the mean of DA is 0.099031. Overall, the average degree of earnings management of Chinese listed companies is not very high. The mean value of internal control quality is high as 4.87, which shows that for the entire market, the quality of internal control is acceptable. The average shareholding ratio indicated that the largest shareholders hold most of the company's equity, have a greater say, and can induce internal control to their own favorable direction in order to provide more opportunities for the implementation of earnings management practices; while the remaining minority shareholders are in a weak position. Notes: significant at 0.05 level (2-tailed); PCC represents Pearson Correlation Coefficient.
Correlation Analysis
We first do Pearson Correlation Test on dependent variables, independent variables and control variables. If the calculated probability is smaller than 0.025, this indicates the existence of correlation between variables; if the probability is larger than 0.025, this means that there is no relationship between variables. According to Table 4 -1, the significance levels of both dependent variable DA and independent variable ICQ are greater than 0.025, showing there is no significant correlation between the two. In addition, levels of significance of other variables are mainly greater than 0.025, indicating that there is no significant correlation between these variables.
Regression Analysis
From Table 4 -2, the significance level of internal control quality ICQ is less than 0.025, which shows the significant correlation between the internal control quality ICO and the manipulative accruals DA. In the regression model, the coefficient of internal control is -0.064, showing that there is a significant negative correlation between the quality of internal control and the manipulative accruals. Hence, we reject the alternative hypothesis and accept the null hypothesis.
Similarly, the correlations between ROR and DA, and DAR and DA are significant. ROE, L, BOD, and AUDIT are all positively correlated, but their relationship with DA are not significant. Besides, there is a negative correlation between ID and BOS, but their relationships with DA are not significant, either. Therefore, there is no evidence shows that above variables affect earnings management. Consequently, they should not appear as control variables in the equation. 
Conclusion and Discussion
This paper empirically explored the impact of internal control quality on earnings management and managed to prove that internal control quality had a negative effect on earnings management, by analyzing the financial data of the sample of 425 listed companies in Shenzhen based on the modified Jones model. The results are as follows:
a. There is a negative correlation between the quality of internal control of listed companies and earnings management practices. High-quality internal control can effectively inhibit the occurrence of earnings management behavior; b. In order to maintain their continuing operating performance and their ability to operate at a higher level, and attract more investors, enterprises with higher operating income growth rates and asset-liability ratios tend to whitewash their financial statement data, such as modifying operating profit, thus implement earnings management practices.
One limitation of the study is that the selection of control variables is not very appropriate. Other aspects of enterprises such as executive compensation should also be included.
